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KEY ECONOMIC INDICATORS: CZECHOSLOVAKIA 
Average Official Exchange Rates* 


1991: USS 29 Czechoslovak Crowns (Kcs) 1990: US$ = 17 Kcs 
1989: USS 14.9 Kes 


Indicator Units or Value 1988 1989 1990 


National Income kKcs billion 576.5 576.3 558.2 
(1984 prices) 

Growth in NI percent meee 

Income per capita US $ 10,130 

Investment Kes billion 193.3 

Labor Force million workers Fut 


Basic Industrial Output 


Hard Coal mill. metric tons 25.5 25.1 
Brown Coal mill. metric tons 96.4 90.9 
Electricity bill. kilowatts 87.4 89.2 
Crude Steel mill. metric tons 15.4 15.5 
Rolled Steel mill. metric tons 14.08 11.4 
Trucks mill. metric tons 50.5 50.5 


Foreign Trade (Czechoslovak data in Kcs billion) 


Total Imports 214.3 214.7 238.2 
Nonconvertible currency 


countries 135.8 131.7 14440 
Convertible currency countries toed 83.0 LZTe2 


Total Exports 218.9 SAT GS 2uS<3 
Nonconvertible currency 

countries 342.1 130.0 100.8 

Convertible currency countries 76.8 87.5 114.5 


U.S.-Czechoslovakia Trade (U.S. data - millions of U.S. dollars) 


Total Trade 142.7 140.7 176.1 
U.S. Exports 55.1 53.7 89.1 
Agricultural 15.4 18.0 23.5 
Nonagricultural 39.7 35.7 65.6 


U.S. Imports S7.6 S730 S730 
Agricultural 242 7.8 12.0 
Nonagricultural 80.3 79.2 75.0 


* Rates are fixed to a basket of currencies so the dollar rate 
may vary. In 1990 there were two rates: a commercial rate 
(given in the table) and a tourist rate of 35 crowns per 
dollar. Prior to January 1989 several exchange rates existed 


and the commercial rate had to be multiplied by a coefficient of 
a«S. 





SUMMARY 


In 1991 Czechoslovakia (officially known as the Czech and Slovak 
Federal Republic, or CSFR) embarked on extensive economic 
reforms with the aim of transformation to a modern market 
economy. Major reforms which have already been implemented 
include liberalization of foreign trade and investment, removal 
of restrictions on private enterprise, creation of a framework 
for privatizing large and small enterprises, price 
liberalization, and partial convertibility of the country’s 
currency. The government has combined these reforms with 
restrictive fiscal and monetary policies designed to keep 
inflation under control while the economy adjusts to new 
market-based economic conditions. 


The path of economic reform and restructuring has been 
complicated by external developments. With the disintegration 
of the Council for Mutual Economic Assistance (CMEA--the former 
trading system of Eastern Europe and the Soviet Union), 
Czechoslovakia has had to pay more for its raw materials imports 
from the Soviet Union while it simultaneously has lost most of 
its markets in the former East Bloc countries. Despite some 
increase in the country’s trade with developed market countries, 
Czechoslovakia’s exports fell and imports rose, resulting ina 
shift from a trade surplus in 1989 to a deficit in 1990. A 
deficit is also expected in 1991. Loans from the International 
Monetary Fund (IMF) and other international organizations should 
help to cover the expected increase in foreign debt. 


As a result of these external shocks and other factors, both 
industrial production and national income declined, especially 
in heavy industry and construction. Private enterprises, 
particularly in the service sector, burgeoned, but most private 
firms are still very small, usually only operated part-time. 
Tourism was one of the brightest spots in the economy, with an 
increase of over 50 percent. Saving declined, but investment in 
equipment rose. Unemployment increased to 5-6 percent--still 
low by Western standards. The removal of many consumer 
subsidies and price liberalization led to price increases. 
Nominal wages rose, but did not keep up with the rise in prices. 


CURRENT ECONOMIC SITUATION 


During 1990 the economic decline which started in 1989 (by some 
measures even earlier) continued in Czechoslovakia. Net 
national income declined by 3.1 percent and gross material 
product declined by 2.3 percent. However, the Federal Office of 
Statistics did an experimental calculation of gross national 
product, including services, which showed an increase of 3.7 
percent. The difference may be due to inflation and to a boom 
in tourism and the growth of other services, especially in the 
private sector, which was legalized in April 1990. At the end 
of 1990, 488,400 entrepreneurs were registered--most active only 
part-time. The majority of private enterprises are in the 
fields of services--construction, repairs, trade and tourism. 





Inefficiency in the use of raw materials and energy, low 
productivity, slow application of new technologies and low 
quality of production continue to plague the economy. In 
addition, for the first time there have been significant price 
increases and unemployment. Unemployment reached 1 percent at 
the end of 1990 and has risen rapidly to 5-6 percent during the 
first months of 1991. Retail prices rose by 10 percent during 
1990. After price liberalization in January 1991, prices rose 
by 25 percent, but the growth in prices slowed to 7 percent in 
February 1991 and was expected to drop to 4.7 percent in March. 
However, other price shocks are expected. On May 1, fuel and 
heating prices increased sharply and housing subsidies may be 
reduced or eliminated later this year. 


Industry 


Czechoslovakia has a heavily industry-oriented economy. In 
1988, approximately 38.5 percent of employees worked in 
industry, compared with 29.2 percent in Hungary and 29.7 percent 
in Poland. Under the previous communist regime, Czechoslovakia 
became oriented towards heavy, primary industry. For example, 
in 1989 Czechoslovakia produced 15,465,000 tons of crude steel, 
about a ton per citizen. 


These heavy industries depend on imports of cheap raw materials 
and energy from the Soviet Union and on export ma.kets in 
Eastern Europe and the USSR. Since the disintegration of the 
Council for Mutual Economic Assistance (CMEA), Czechoslovak 
industries must pay world prices and hard currency for their raw 
material imports and have great difficulty finding customers for 
their products. As a result, many enterprises face serious 
difficulties. Light industries are generally in better shape, 


although some of these industries were also dependent on exports 
to CMEA countries. 


Industries were also hit in 1990 by the strict financial and 
monetary policies of the government and by disruptions in energy 
supplies in the latter half of the year. Financial stringency 
and loss of Eastern markets continue to affect production in 
1991. In addition, privatization, while ultimately likely to 
benefit the economy, may disrupt production in the short run as 
enterprises struggle to adjust to market conditions. 


In 1990 industrial production dropped by 3.7 percent. Slovakia, 
with an 4.2 percent industrial decline, suffered more than the 
Czech Republic, with a 3.5 percent decline. Slovakia has a 
greater concentration of enterprises which are dependent on the 
Soviet Union for markets and raw materials. It also has more 
arms manufacturers which have been hit by the twin policies of 
arms sales reduction and arms control policies of the new 
government. The decline in industrial production continued in 
the first two months of 1991; production was down by 6.7 percent 
compared with the same period in 1990. Slovakia’s decline has 
been greater--10.2 percent in January 1991--contrasted to a 4.9 
percent decline in the Czech Republic. 





Construction, Investment and Inventories 


The construction industry shrank by 5.6 percent in 1990 by 33 
percent during the first two months of 1991. Housing 
construction fell by 22 percent in 1990. The fall in 
construction is attributed to the government’s strict budget 
cutbacks leading to smaller budgets for housing, schools, and 
other government projects. The decline in construction may be 
less than the official figures indicate, because a number of 
small, private companies have sprung up and their production may 
not be fully reflected in official statistics. 


Despite the fall in construction, overall investment rose by 5.7 
percent in 1990. A 17.1 increase in machinery and equipment 
compensated for the fall in construction. Inventories grew by 


7.7 percent in 1990, compared with 1.7 percent during the 
previous year. 


Agriculture 


In contrast to some of its neighbors, Czechoslovak agriculture 
was almost entirely collectivized before 1990. During the 
decade before the Velvet Revolution, Czechoslovakia had 
succeeded in becoming self-sufficient in most temperate climate 


crops, but at a heavy cost in subsidies. The countryside 
prospered because cooperatives were permitted to diversify into 
various light and service industries. The new government, in 
keeping with its market orientation, plans to gradually 
eliminate subsidies to agriculture and to privatize the 
agricultural sector. A new land law, which will restore the 


rights of the original landowners and restructure cooperatives, 
was passed in May 1991. 


In 1990 gross agricultural production fell by 3.7 percent. This 
decline was not evenly reflected in all crops. The crop of 
cereals rose by 4.3 percent. However, potato production fell by 
17.2 percent, causing a shortage which was alleviated by 
imports. Milk production fell by 2.4 percent and meat 
production by 1.2 percent. Price liberalization led to higher 
retail prices and lower demand for many foodstuffs, especially 
dairy products and meat. 


Energy 


Czechoslovakia has been almost completely dependent on the 
Soviet Union for supplies of oil and natural gas. It is self- 
sufficient in refining capacity. In 1989, Czechoslovakia 
imported 17,632,000 metric tons of crude oil, but in 1990, this 
amount was sharply cut to 13,354,000 metric tons, a fall of 
almost a quarter. As a result, Czechoslovakia temporarily 
stopped exports of petroleum products and raised domestic 
prices. In December 1990, the country began to import small 
amounts of crude oil from Iran. No problems occurred in 


supplies of natural gas; imports from the USSR rose by 9.6 
percent in 1990. 





The largest part of Czechoslovakia’s electrical production comes 
from highly polluting coal-fired power plants, but a significant 
proportion is from nuclear generators. In 1990, Czechoslovakia 
generated approximately 87 billion kilowatt hours of 
electricity, of which 25 billion came from nuclear generators. 
Czechoslovakia has extensive coal reserves, mostly lignite 

coal. In 1990 coal production was 107,573,000 metric tons, down 
by 9.9 percent from 1989. 


The government’s aim is to diversify energy sources and to 
integrate into the European energy market. The government plans 
to build new pipelines connecting with the West. Currently, 
Czechoslovakia depends on pipelines linked with the Soviet Union 
for deliveries of oil and natural gas. The government also 
plans to connect with the Western European electricity network, 
if technical difficulties can be worked out. These plans are, 
however, dependent on obtaining capital. For environmental 
reasons, the government expects to reduce the use of coal and 
increase use of natural gas. Nuclear energy production will 
also increase as a less environmentally damaging alternative to 
coal. 


Income, Consumption and Savings 


Under the communist regime, the material living standard of 
Czechoslovak citizens was one of the highest in the region. The 
selection and availability of consumer items was good by Eastern 
European standards. However, compared with Western Europe, 
Czechoslovakia, which had had one of the highest standards of 


living in all of Europe before World War II, was falling further 
behind. 


The government reduced subsidies and raised prices of many 
consumer goods in July 1990. Retail prices rose 10 percent in 
1990, compared with 1.4 percent in 1989 and 0.2 percent in 
1988. Nominal incomes also increased rapidly, by 8.7 percent. 
The average monthly gross nominal wage of workers in the state 
and cooperative sector rose by 3.8 percent (to 3,380 Kcs); the 
average net wage was 2,755 Kcs. However, the cost of living 
rose faster: by 9.9 percent for workers and employees; 10 
percent for peasants and 10.2 percent for pensioners. Real 
wages thus decreased by 5.6 percent. 


Expenditures increased by 12.3 percent in 1990. The index of 
savings fell to only 0.3 percent, compared with 3.5 percent in 
1989 and 3.7 percent in 1988. 


Foreign Trade 


Czechoslovak statistics for 1990 trade show a sharp drop in 
trade with Eastern (and some formerly) centrally planned 
economies and a rise in trade with the developed market 
economies. Total trade turnover fell by 7.6 percent, but while 





trade with CMEA countries and other socialist countries fell by 


17.6 percent, trade with developed market countries increased by 
3.3 percent. 


Total exports fell by 1 percent, and imports rose by 10.9 
percent, resulting in a negative balance of 22.9 billion Kcs 
compared to a surplus of 2.8 billion Kes in 1989. The fall in 
exports was most dramatic with the former CMEA countries. 
Exports to advanced market economies also declined by 3.1 
percent. Imports rose by 10.9 percent. The rise was due to 
imports from developed market economies, since imports from CMEA 
countries declined. 


Czechoslovakia’s largest trading partner remains the Soviet 
Union followed by Germany and Austria. Germany is expected to 
overtake the USSR in 1991. The Soviet Union is Czechoslovakia’s 
main supplier of raw materials. It is also an important market 
for the country’s manufactures, many of which are specialized 
for the Soviet market. The decline of trade with the Soviet 
Union will have serious consequences for many firms, 
particularly those in the heavy machinery sector. 


Tourism 


Tourism is one of the most promising sectors for development in 
Czechoslovakia. In 1990 approximately 46.8 million foreign 
tourists visited Czechoslovakia, more than half again the number 
in 1989. However, the country lacks the infrastructure to take 
advantage of its tourist potential. Under the previous regime, 
tourism, like other service sectors, was neglected. There are 
an estimated 55,000 hotel and motel beds, many fewer per 1,000 
people than in Western European countries. Only about a third 
of these beds meet Western European standards. Prague, which is 
the destination of an estimated 90 percent of foreign visitors, 
needs about 16,000 hotel beds to meet current demand. 


The government is looking to privatization and foreign 
investment to improve the tourist infrastructure. In the next 
two years, modern hotels with a total capacity of about 5,000 
beds are to be built in Prague. These new hotels and several 
existing ones are joint ventures with Western European 
partners. There are about 1,600 private tourist agencies in 
Czechoslovakia, compared with 15 state and cooperative agencies 
under the previous regime. The largest state travel agency, 


CEDOK, continues to exist, but was divested of its chain of 
hotels. 


Foreign Debt 


Foreign debt rose by $200 million over 1990. At the end of 1990 
gross debt in convertible currencies was $8.1 billion according 
to the Czechoslovak State Bank. To some extent the country’s 
debt is offset by foreign assets; unfortunately many of these 
assets are claims on Third World countries which may be 





uncollectable. Official predictions are that foreign debt will 
rise to approximately $11 billion during 1991, due to the 
expected trade deficit. To financing this deficit, 
Czechoslovakia is relying on the IMF, which is providing $1.7 
billion for a 14-month stabilization program. This amount 
includes compensation for oil price rises, which may or may not 
occur. The government has also been promised $1 billion from 
the group of 24 industrialized nations. 


Economic Restructuring and Reform 


Beginning in 1990, the government embarked on a far-reaching 
program to move toward a market economy. The government appears 
to have reached a consensus that this move must be complete and 
speedy. Although Czechoslovakia has been criticized for not 
moving swiftly enough, the number and scope of the economic 
reforms enacted by early 1991 is impressive, especially 
considering the profound political changes which had to be 
instituted at the same time. Below is a summary of the major 
economic reform measures passed since the beginning of 1990: 


-Legalization of private enterprise (April 1990) -- Removed the 
restrictions which had limited private industries to small 
family businesses. 


-Amendment to Joint Venture Act (April 1990) -- Legalized 100 
percent foreign ownership of enterprises and permitted joint 
ventures with private Czechoslovak companies and individuals. 
Further regulations allow repatriation of profits and remove 
requirements to file for authorization for joint ventures with 
private companies or wholly-owned foreign companies. A new 
joint venture law is also being drafted. 


-Amendment to Foreign Economic Relations Act (April 1990) -- 
Abolished the monopoly of state-controlled foreign trade 
companies and removed most limits on rights of individuals and 
enterprises to engage in foreign trade. Further regulations 
allow any company registered in Czechoslovakia to engage in 


foreign trade. Other regulations to further open the market are 
planned. 


-Copyright (May 1990) -- Revised and strengthened copyright 
protection. 


-Small privatization (November 1990) -- Set up the framework for 
privatizing shops, restaurants, and other small businesses. 


-Small Restitution (November 1990) -- Allows restitution of 
businesses nationalized during 1959. Most large businesses had 
already been nationalized by 1959, but in that year even small 
shops and family workshops were taken over by the state. 


-Patents (November 1990) -- Strengthened patent protection. 


Copyright protections were also strengthened under separate 
legislation. 





-Foreign Exchange (November 1990) -- Allows businesses to freely 
purchase foreign exchange for use in current account 
transactions. 


-Price Liberalization (November 1990) -- Allows most prices to 
be set by market, but retains controls on many to prevent 
monopolies from exploiting their advantages. After its 
implementation on January 1, 1991, approximately 80 percent of 
prices were freed of state control. 


-Indirect Tax Reform (November 1990) -- Replaced the system of 


turnover taxes with a value added tax system and simplified the 
rate structure. 


-Labor (December 1990) -- Amendments to the labor law governing 
collective bargaining. 


-Safeguards Legislation (December 1990) -- Prevents illegal 
transfer of sensitive military or dual-use technology. Led to 
the easing of U.S. and COCOM export controls for Czechoslovakia. 


-Extra-Judicial Restitution (February 1991) - Created the 
framework for restoring companies and properties nationalized 
after 1948 to their previous owners or heirs. The act permits 
restitution only to Czechoslovak citizens who reside in 
Czechoslovakia. 


-Large Privatization (March 1991) -- Sets up the framework for 
privatizing large state enterprises. Under the act, each state 
enterprise must draw up a privatization plan setting out how the 
firm will be privatized and information of interest to potential 
investors. Some companies will be sold outright to foreign or 
domestic investors. Others will be privatized according to a 
controversial "voucher" scheme, under which each Czechoslovak 
citizen would be entitled to purchase vouchers for a nominal 
amount which could then be used to purchase stock in 
Czechoslovak companies. 


-Land Law (May 1991) -- Privatizes the agricultural sector. 


-Commercial Code (pending) -- Later this year the Federal 
Assembly is expected to pass legislation revising the commercial 
code to conform to new market conditions. 


-Tax Reforms (underway in 1991) -- Revisions of the income and 
business tax systems are needed. Ministry of Finance officials 


estimate that reforms of the tax code will not be complete until 
1993. 


Copies of Czechoslovak laws may be obtained from the Department 
of Commerce under a new legal text program which compiles and 
makes available the legal texts from most Eastern European 
countries. For an index of these texts, contact Commerce’s 





10 


Eastern Europe Business Information Center (see page 12) or to 
order texts, contact the National Technical Information Service, 
(800) 553-NTIS, or in Virginia, (703) 487-4650. 


Joint Ventures and Foreign Investment 


In 1990 Czechoslovakia liberalized its foreign investment 
legislation, permitting 100 percent foreign-owned companies and 
simplifying the procedures for getting permission to form a 
joint venture or to register as a foreign company. The 
government welcomes foreign investment and foreign investors are 
eligible for certain tax benefits. 


As of December 1990, there were 1168 firms with foreign capital 
participation in Czechoslovakia: 909 companies in the Czech 
lands and 259 in Slovakia. 20 percent of the companies are 
wholly owned foreign subsidiaries. Another 10 percent are joint 
ventures between a foreign partner and a state enterprise. The 
remaining 70 percent are between a foreign partner and private 
Czechoslovak enterprises or individual. Most of the foreign 
ventures are small. Sixty-eight percent have total capital of 
approximately $18,000 or less. Only 3 percent have capital of 
approximately $364,000 or more. Austria, with 348 ventures, led 
in investment, closely followed by Germany (330), Switzerland 
(93), United States (49), Italy (45), Great Britain (35), 
Netherlands (34), France (27) and Canada (23). 


IMPLICATIONS FOR U.S. BUSINESS 


As a result of the dramatic political and economic changes that 
took place in Czechoslovakia in late 1989 and early 1990, the 
United States moved to normalize bilateral trade. In April 1990 
the United States and Czechoslovakia signed a trade agreement 
which came into effect in late November 1990, restoring 
most-favored-nation (MFN) status to Czechoslovakia. The United 
States and Czechoslovakia are negotiating a bilateral investment 
treaty, which should be completed soon. A bilateral tax treaty 
is also being negotiated. Czechoslovakia was granted 
Generalized System of Preferences (GSP) treatment for its goods 
entering the United States in April 1991. 


Although Czechoslovakia did not benefit from lower tariffs until 
late 1990, trade with the United States is rising 

significantly. U.S. customs figures show that in 1990 U.S. 
exports to Czechoslovakia rose by 25.9 percent, while imports 
rose by 6.6 percent. Bilateral trade remains very small in 
relation to the total trade of each country. However, total 
trade figures may give a misleading impression as some trade 
occurs through European subsidiaries of U.S. companies and does 
not appear in official statistics. 


Apart from removing trade restrictions, the political changes in 
Czechoslovakia have also made it possible for other kinds of 
bilateral economic cooperation. U.S. Export-Import Bank 





11 


financing is available to promote the export of U.S. goods and 
services to Czechoslovakia. The Overseas Private Investment 
Corporation (OPIC), a U.S. Government agency which promotes 
growth in developing countries by encouraging U.S. private 
investment, now operates in Czechoslovakia. OPIC’s key programs 
are its loan guaranties, direct loans, and political risk 
insurance. OPIC also will be conducting an investment mission 
to Czechoslovakia in October 1991. For Eastern European 
countries, OPIC also offers an Eastern European Growth Fund, 
designed to match OPIC funds with private venture capital to 
finance new business; the Small Business Loan Guaranty Program; 
and an environmental investment fund. The U.S. Trade and 
Development Program offers grants for feasibility studies and 
certain other services which promote U.S. exports. 


The U.S. Agency for International Development is active in 
Czechoslovakia. Congress has appropriated $370 million for 
assistance to Central and Eastern Europe. A Czechoslovak-U.S. 
Enterprise Fund, similar to those already in operation in 
Hungary and Poland, is being established. The World Bank and 
the European Community are also funding a number of projects. 


Czechoslovakia adheres to the same multilateral intellectual 
property conventions as the United States. In 1990 new laws on 


patents and copyrights were passed by the Federal Assembly. The 
new acts strengthen protection of intellectual property. 


Three agencies promote investment in the CSFR at the Federal, 
Czech and Slovak Republic government levels: 


Federal Foreign Investment Agency 
Federal Ministry of Economy 
Director: Richard Sumann 

Nabrezi Kpt. Jarose 1000 

170 32 Prague 7 

Tel. (42-2) 389-2823, 389-2810 
Fax: (42-2) 375-659 


Agency for Foreign Investment and Assistance Ministry 
for Economic Policy and Development of the Czech 
Republic 

Director: Ing. Ladislav Chrudina, Csc. Deputy 
Minister 

Trida SNB 65 

101 60 Prague 10 

Tel: (42-2) 712-1111 

Fax: (42-2) 712-2263 


Ministry for Economic Strategy of the Slovak Republic 
Contact: Doc. Ing. Milan Bucek, Deputy Minister 
Kycerskeho 1 


812 70 Bratislava 
Tel: (42-7) 463-40 
Fax: (42-7) 434-76; 445-71 





At the beginning of 1990, there were approximately 15 U.S. 
companies with offices in Prague; now there are nearly 100 and 
more are on the way. Some promising areas for U.S. exports are 
pollution equipment and services, computers and software, 
telecommunications, finance services, tourism, aircraft, medical 
equipment, education and manpower training services, management 
and consulting services, and accounting services. 


Success in the Czechoslovak market requires patience and 
persistence. American business representatives are often 
criticized for wanting quick results, and therefore should not 
limit contacts to Ministry officials or even senior enterprise 
managers. Active support of middle management and labor leaders 
may be crucial in the success of a deal. Businesses should not 
underestimate the importance of regional sensitivities; it is 


vital to make contacts in Slovakia as well as in the Czech 
Republic. 


The U.S.-Czechoslovak Economic Council, a private sector group 
sponsored by the U.S. and Czechoslovak Chambers of Commerce, 
provides a forum for disseminating information and for 
discussing trade prospects with experienced businesses. The 
Council is administered by the U.S. Chamber of Commerce, 1615 H 
St., NW., Washington, DC 20062; telephone (202) 463-5482; 
telefax (202) 463-3114. 


Firms seeking to do business in this market are encouraged to 
contact the Department of Commerce’s Eastern Europe Business 
Information Center (EEBIC) for basic information on doing 
business in Czechoslovakia. EEBIC is located in Room H6037, 
14th Street and Constitution Avenue, NW., Washington, DC 20230; 
telephone (202) 377-2645; telefax (202) 377-4473. Additional 
assistance can be obtained from Commerce’s Czechoslovakia Desk, 
Room H3413, Washington, DC 20230; telephone (202) 377-4915; 
telefax (202) 377-4098. Visitors to Prague should also contact 
the Commercial Section, American Embassy Prague, Trziste 15, 
Prague 1; telephone (42-2) 536-641; telefax (42-2) 532-457; 
telex 121 196 amemc. The Embassy’s mailing address is U.S. 
Embassy, Box 5630 (PRG), APO, NY 09213-5630. The Embassy and 
the Department of Commerce organize a number of trade promotion 
events each year, including a U.S. exhibit at the annual 
International Engineering Fair in Brno in September. 


* U.S. Government Printing Office : 1991 - 282-906/20062 





